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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

February 24, 2014 Volume 7 Issue 36

Market Overview

(uantifiable Edges 1-day Risk/Reward Qutlook (uantifiable Edges 3-day Risk/Reward Outlook
Bearish Bulish  Bearish Bulish

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing

Flat 50% Long XIV Flat

Tonight’s Research Points

e When SPX closes down but breadth is strong, it has often led to gains over the
next few days.

e Liquidity flows were strong last week and will be strong again this week, which
should help the bulls as we close out February and head into March.

Short-term Outlook

The Bottom Line

After flip-flopping the last few days, the Aggregator is now about as neutral as can be.
I’m inclined to wait for a more solid setup before putting capital at risk.
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Summary of Recent Active Studies (see Letters from listed dates for details)

Study Date Description Time span |Bias Avg Max Move
Active - Short Term

February 24, 2014 SPX down. Up issues % > 55%. 1-3 days Bullish 1.10%
February 21, 2014 SPX top 10% 10-day range opex Thurs [1-4 days Bearish

February 20, 2014 SPX 20-high then close bottom 10% rng|1-8 days Bullish 2.00%
Active - Long Term

February 20, 2014 SPY key reversal after 10-high 1-11 days Bullish 2.30%
December 23, 2014 QE Tapering int term Neutral

December 2, 2013 Nasdaq leading SPX int term Bullish

July 22, 2013 New High Divergence (Study of Tops) |int term Bearish

February 1, 2012 Golden Cross int term Bullish

The Evidence

The market finished mixed on Friday. SPX lost 0.2%, the Nasdaq fell 0.1%, and the
Russell 2000 rose 0.2%. Breadth was also mixed as the NYSE Up Issues % came in at
57% and the Up Volume % was 48%. Total NYSE volume rose slightly from Thursday’s
level, but was notably low for an options expiration.

There was not a lot of real notable action on Friday. But breadth was unusually strong
for a day that the SPX declined. The study below is the only one from the Quantifinder
that | found worthy of discussion. It was last seen in the 1/6/14 Letter. It looks at days
like Friday where SPX declined despite strong breadth. Results are updated.

SPX closes lower while NYSE Up Issues % closes = 55%. SPX = 200ma.
Buy on close. Sell X days later. $100k/trade. 2000 - present.

X Alnet | | AL | CAE g | AlbAvg
Profit Total |Winning| Losing Profitable Winning
Dal_.rs Trades |Trades |Trades Trade
5| 17343038 58 34 24 5882 1,382.15
4| 17 593561 &0 35 25 5833 1,295.21
3| 1926861 62 39 23 62.90 1,020.09
2| 17,036.04 63 42 21 66.67 817.28
1) 13,400.27 85 36 25 5532 716.87

All: Max
Winning
Trade

All: Avg All: Max All:
Losing Losing |Win/Loss
Trade Trade Ratio
-1,23521| -4012.80 1.12
-1,101.47 ) -2521.28 1.18
-89195| -2,852.01 1.14
823.33| -3,118.03 0.59
42441 -1,348.25 1.69

All: All: Avg
ProftFactor| Trade
159 299.10
1.65 298.93
1.54 310.78
1.89 270.41
210 207.68

The edge isn’t huge, but it does appear to be worth a closer look. The equity curve below

gives a better idea of how it has played out over time.
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SPX closes lower while NYSE Up Issues % closes = 55%. SPX = 200ma.

Buy on close. Sell 3 days later. $100k/trade. 2000 - present.
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While the curve certainly appears choppy, it has persisted upwards. | believe this study is
worth taking into consideration and I’ve included it among the active studies.

| have updated the Aggregator chart below.
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4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl o=

SSPX X - Daily CBOE L=1836.25 -3.53 -0.19% B=1833.24 A=1841.02 0=1841.07 Hi=1846.13 Lo=1835.60 C=1836.25 V=2202510

*DTTTIUDT*++!

L1,850.00
:'I: * L1,840.00

1,836.25

L1,830.00

.\. |;| L1,820.00
L1,810.00

L|_'| L1,300.00

ople, | g
..

r1,760.00

r1,750.00

QE Aggregator 1D (3,ADE.Barinterval "QEA3Z" "MY CLASS" True) 0.04 -0.00

r0.80

Xd\—\ -
ajo0 \/ v o
W -0.40

r-0.80

Despite the bullish study tonight the green Aggregator Line came in just barely below 0.
Negative readings mean net expectations from the Active List are for downside over the
next few days. Meanwhile the black Differential Line inched up above 0. The positive
Differential Line reading means the SPX is oversold versus recent expectations. So
expectations are negative but the SPX is oversold. And both readings are incredibly mild.
This is considered a neutral configuration, and with both readings so close to 0, it does
not get much more neutral than this. Neutral configurations are visible on the chart
whenever both lines close on opposite sides of 0. Therefore the Aggregator signal
changed from short to neutral.

Based on the current open studies, expectations are slated to turn positive on Monday. Of
course this could easily change if new bearish evidence emerges. The Differential Pivot
will be inverted at 1828.91 on Monday. That is 0.4% below Friday’s close. An inverted
pivot means the Differential Line will cross zero if SPX closes flat. In this case, SPX
will need to close down at least 0.4% in order to remain “oversold” versus expectations.
Otherwise it will be considered “overbought”.

So the studies are about as neutral as you can get. And | am too. The chop the last few

days has done little to generate strong edges. I’ll wait for a more favorable reward/risk
setup to emerge before taking on my next trade. That normally only takes a few days.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 2/24 — neutral

Back and forth trading left to mixed numbers for the week. The SPX declined slightly
while the Nasdaq and the Russell 2000 posted gains. The Nasdaqg again made new highs,
while the SPX and the Russell 2000 are not far from it. Wednesday’s reversal lower led
to the lone study with intermediate-term implications. The excerpt below is from
Wednesday night’s subscriber letter.

When price makes a new short-term high as it did Wednesday, and then reverses down to
form an outside day and closes negative that is considered a "key reversal”. | looked at
reversals like this a number of times in the past. For the very short-term there rarely
appears to be a substantial edge. Often test results will show churn or very mildly bearish
numbers. But when you look out 1 to 2 weeks what you often see is that the uptrend most
of the time will reassert itself. In the 11/19/13 subscriber letter there was a study that
exemplified this. | have updated its results below.

After closing at a 10-day high SPY posts an outside day with a down close. Close = 200ma.
Buy on close. Sell X days later. $100k/trade. 1993 - present.
X | AuNet | g Losing | “E% | Winng | Wiming | Losng | Losig winoes AL | AEAY
Da‘,l"s Profi Trades | Trades Trades B Trade Trade Trade Trade Ratio Profitfactor|  Trade
12| 60,317.87| 51 38| 13| 7451 232034| p40478| -214271| 538936 1.08 347 1,182.70
11| 58,311.37 51 41 10 80.39| 197377 672611 -2261.33| -9,630.04 0.87 358 1,143.36
10 4281276 52 38 13 7308 175845 558024 1838910 -5882.40 0.96 278 825.25
9| 811458 53| 37| 18| e081| 174473 528728 177753 578447 098 227 Ba1.41
& 4488583 54 36 18 86667 194345 780399 -140381 -4587.23 1.38 277 827.70
7| 3892739 55|  35] 20| 6364| 188781 769435 -145730| <4ge272] 130 227  671.41
§| 35,743.55 57 kT 20 54.91 1,730.82| 5189.82| 141434 -4 591.36 1.22 226 §27.08
5| 2848588 61 39 22 53.93 138234 442881 117343 434617 1.1% 210 45693
4 BS4T4D 61 31 ap| 5082 142439 391578| 125362 -4228.43 1.4 147 107.23
3 L 43778 81 3 30 5082 1,05855 283057 124178 -3 58168 0.85 0.28 -7275
2 1150214 62 26 36 41894 86362 236164 84323 373728 0.82 066 18552
1 -6816.63 62 3 &7 S0.00 568.18| 1,601.91 -r&3.07  -3509.03 0.72 nrz -1049.85

A little weakness over the next couple of days is normal, but before long the move higher
sees a continuation. Below is a profit curve using an 11-day holding period.
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Aifter closing at a 10-day high SPY posts an outside day with a down close. Close = 200ma.
Buy on close. Sell 11 days later. $100k/trade. 1993 - present.
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The strong, steady upslope serve as confirmation of the bullish edge. | have added this
study to the intermediate-term active list.

| update the intermediate-term POMO/QE chart each week. For those not familiar, below
is a brief description.

POMO stands for Permanent Open Market Operations and it is how the Fed has gone
into the open market to buy securities over the last several years. The net effect of this
buying is an influx of cash into the system. It appears a portion of that cash makes its
way to the stock market and works as a bullish influence. A “POMO Day” is simply a
day where these operations take place. The chart below shows a couple of indicators.
The top pane is the S&P 500. The middle (purple) pane is the net rolling number of days
in the last 20 that have been POMO days. In other words, a day the Fed buys on the
market will add +1 while a day of selling will count as -1. The bottom pane is the total
amount of money infused into (or taken out of) the system over the previous 20 days.
Since the Sept 13, 2012 QE3 announcement the POMO numbers are also adjusted to
reflected the Fed’s new approach of buying AMBS securities. Therefore, prior to that
date the indicators just look at POMO, since that date it is a combination of POMO and
AMBS flows.
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The POMO/AMBS days indicator is still riding along at 20, where it spent most of 2013.
The volume indicator dipped some this past week, and will be continuing to move at this
lower level for a while. We estimate net inflows this past week to have been about $15.75
billion. This is a pretty sizable amount for a four-day week, and it should help the bulls
out this coming week.

This upcoming week should see the biggest liquidity flows of the month, with over $19
billion expected. So the liquidity backdrop has been improving over the last few days
and we should continue to see strong flows into the end of the month. This should favor
the bulls. The POMO buying schedule for March will be released on Friday, so it will be
interesting to see how that looks going into next month (and the next Fed meeting). For
now, liquidity appears to be a short-term positive. The declining levels of Fed buying are
still providing stimulus, but less and less. I’m no longer viewing liquidity flows as
strongly positive. More like neutral to moderately positive.

On the whole, the outlook remains muddled. The leading Nasdaq remains a positive, as
does the Golden Cross formation. The key reversal pattern from Wednesday is also
somewhat encouraging. But liquidity is no longer clearly bullish, and the NYSE New
High % reading from the Study of Tops has been negatively diverging for some time. |
remain willing to trade both sides of the market, though neither with great aggressiveness
since I no longer have strong intermediate-term conviction.
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Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

None

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI -0

Additional New Trade Ideas

A full listing of system triggers can be found at the numbered systems page each night. |
will cherry pick some of my favorite setups from the S&P 100 and ETF lists along with
occasional other trade ideas to track below.

None tonight.

Current Open Trade Ideas
None

This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only. Under no
circumstances is it to be used or considered as an offer to sell, or a solicitation of any offer to buy securities. While information
contained herein is believed to be accurate at the time of publication, we make no representation as to the accuracy or completeness of
any data, studies, or opinions expressed and it should not be relied upon as such. Robert Hanna, Hanna Capital Management, LLC or
clients of Hanna Capital Management, LLC may have positions or other interests in securities (including derivatives) directly or
indirectly which are the subject of this report. This report is provided solely for the information of Hanna Capital Management, LLC
clients and prospects who are expected to make their own investment decisions without reliance upon this report. Neither Hanna
Capital Management, LLC nor any officer or employee of Hanna Capital Management, LLC accepts any liability whatsoever for any
direct or consequential loss arising from any use of this report or its contents. This report may not be reproduced, distributed or
published by any recipient for any purpose without the prior express consent of Hanna Capital Management, LLC.

Copyright © 2014 Hanna Capital Management, LLC.
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